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Jan Monkiewicz Pension Funds and Acceleration of Poland's Economic Development Summary
Retirement systems are extremely complex social, economic, legal, and organisational structures. The authors of retirement systems are faced with a great number of dilemmas. The pension related expenditure has systematically been increasing in the developed world, also as a percentage of GDP, due to the fast ageing of societies both as a result of the fact that life expectancy has become longer and due to a decline in the number of children per family.
Consequently, according to the estimates of the International Monetary Fund, in order to maintain the liquidity of public retirement systems in industrialised countries in the light of between 1995 and 2050 it would be necessary to increase expenditure for this purpose on average by 1.8% of GDP annually. It is also a great challenge to Poland, which introduced its new retirement system in 1999. This paper analyses the possible impact of the new pension system on Poland's economic development. It discuses pension funds in the new architecture of the Polish retirement system and lists conditions for such an impact. It also analyses position of the pension funds on the Polish financial market and discusses opportunities for using open pension fund investment potential. Eventually it focuses on development opportunities for Polish economy in reference the pension system.
Introductory Comments
Retirement systems existing in different countries of the world are extremely complex social, economic, legal, and organisational structures. This results both from the necessity of reconciling different goals and tasks within them, from an extremely long redemption period for their obligations as well as from a long period of 'reforging' their structures. In effect, the 'portfolios' of those systems are, like for example now in Poland, often shaped differently depending on their history. In each case, their basic function is to provide funds for the maintenance of people at post-working age, i.e. when they are deprived of their stream of income from their job.
This basic function may be fulfilled in the circumstances of various systems of values, the extreme expression of which is the principle of full solidarism on the one hand, and the principle of full egoism, or full individualisation, on the other. In the former case, the individual retirement-related burdens are not directly linked to future benefits, whereas in the latter option they are directly and fully connected with retirement savings set aside. The said principle of solidarism may apply to the settlements of accounts with the generation of predecessors as well as/or settlements made within the same generation.
Apart from this fundamental choice, the authors of retirement systems are also faced with many other dilemmas, in particular such as determining the level of compulsory retirement-related burdens and, ipso facto, the level of future benefits in respect of this. The situation in various countries is diversified in this respect. In 2000, pension-related expenditure in OECD countries ranged from 2.0% GDP in South Korea through 3.0% in Australia, 4.4% in the USA, 5.1% in Canada, 10.8% in Poland, 11.8% in Germany, 12.1% in France, and 15.0% in Italy1. In the latest Eurostat pension study it is estimated that in the year 2000 pension-related expenditure constituted 12.5% of EU's GDP and was growing at the annual rate of 2%.2
This situation is not solely the issue of political choices, and it strongly depends on the existing demographic processes. Their essence is the fast ageing of societies both as a result of the fact that life expectancy has become longer and due to a decline in the number of children per family. It appears from research conducted by OECD that between 1970 and 1999 the life expectancy of retiring people in that organisation's member states increased by 1 M. Góra -System emerytalny, PWE, Warsaw 2003 p. 202 . 2 Special feature on pension funds. Data 1997 -2000 , European Commission, Eurostat, Luxembourg 2002 as many as five years.3 It is worthwhile to remember in this context that the retirement age introduced by Bismarck in Prussia was 70 years with the then life expectancy of 45 years.
Currently the retirement age is typically at 60-65 with the usual life expectancy of 70-75 years.4 In effect, there is an increase in dependency ratios reflecting the extent to which the working population's income has to provide maintenance for those who are not working, which is expressed as a ratio of pensioners to people who are professionally active. In the coming 35-50 years, they will increase from 50% to 100% in OECD countries, and become a serious challenge for the general stability and solvency of existing public retirement systems (see Table 1 ). In some industrialised countries, dependency ratios may reach almost a catastrophic level, turning upside down all the relationships existing today. Thus, for example, in 2050 they may reach nearly 67% in Italy, 66% in Spain, and nearly 65% in Japan. Poland is exposed to the same danger. No wonder that this being so there is ongoing search for the ways to solve the problems that have arisen. The proposed therapy includes first of all the reform of traditional repartition systems that are still dominant in the world and the essence of which is that the present working generation finances retirement benefits for the preceding generation. The activities undertaken include the increase of pension contributions, reduction of replacement rates, making the retirement age start later, creation of national pension reserve funds etc.6
Another trend involves measures taken to increase the individual far-sightedness of the stakeholders through the development of different optional forms of retirement savings based on the use of financial market instruments. They may either take the form of group pension schemes or individual schemes. They may utilise various forms of the state's fiscal support.
Optional systems not only take over the burden from mandatory ones, but also diversify the risk through their links with the financial market instead of the state budget. For this reason, their positive consequence for the safety and stability of the whole retirement system is stressed.
Another trend of activities involves a situation in which part or the whole mandatory pension assurance system is based on the concept of fully funded pension funds, the management of which is entrusted either to private entities (e.g. Chile, Mexico, Poland, Estonia), or public entities (e.g. Singapore, Malaysia, Sweden). 5 Ch. Daykin -Pension systems: The EU and Accession countries. Lesson for the UK, Politeia, London 2002, p. 14. 6 Compare A. Rabough -Funding alternatives..., op. cit., p. 13.
Pension Funds in the New Architecture of the Polish Retirement System
The new architecture of the Polish retirement system implemented since 1999 r. is based on the principle of multiple sources and forms of financing future pension income that are commonly referred to as pillars. Some of them are compulsory and thus are part of the public pension assurance system, and some are optional but their product is defined by the state. In the World Bank's nomenclature, the obligatory part is the first pillar of pension assurance.
In the case of Poland, this pillar is composed of two totally different parts: repartition component administered by ZUS (Social Insurance Company), and fully funded component administered by open pension funds that are managed by PTEs (pension fund companies).
Currently, the pension contribution transferred to the account of the Social Insurance Company constitutes 12.22% of the gross salary, whereas 7.30% is allocated to the open pension fund account. It should be remembered that apart from that 2.45% of the gross salary is allocated to the ZUS account in respect of disability pension and 13% in respect of accident benefits. To have a full picture, it should be added that those contributions are made by employees and employers in different proportion.
It is worthwhile to remember that not the whole part of the pension contribution The funds established in 1999 in Poland were based on the model of solutions adopted before in Chile, Argentina and Mexico and recommended by the World Bank. From the beginning, the number of their members was high, and it was by more than 100% higher than the number of people who were obliged to become members of pension funds as a result of the implementation of the retirement system reform (all those covered by the social insurance system up to 30 years of age). 
Conditions for the Impact of Pension Funds on Poland's Economic Development
Pension funds are the structures whose basic function is to provide material security for future pensioners rather than stimulate economic development processes, although for obvious reasons both those values are interrelated. A higher rate of growth usually means a higher level of employment and higher salaries, and this ceteris paribus means a higher level of retirement benefits. And the other way round: a lower rate of GDP growth means a higher level of unemployment and lower salaries, and this ceteris paribus means worse retirement benefits in future.
Nobody objects that the adoption of certain construction rules for a pension system may affect national economic development processes both directly and indirectly. For example, the determination of a retirement age has a direct impact on the shape and scale of labour force supply, and ipso facto, among others, on the level of salaries (labour price). The same indirect effect is caused by the determination of a retirement benefit level, because it is translated into a burden of current labour costs and ipso facto into the price paid to employees, which, as a further consequence, affects the competitiveness of business entities and finally the level and dynamics of economic development.
While determining basic parameters for a retirement system, it would be ideal to achieve such a situation in which instead of being a burden for development financing processes it could become their driver. In other words, it would be ideal to shift this system from the area of consumption to the area of investment. For obvious reasons, this is not fully possible. Finally, retirement bonuses have to be paid and thus be a burden for the collected pension fund, and at a certain moment they have to be converted into a consumptive expenditure to some extent. This, however, does not mean that there is no place for converting the funds collected for retirement purposes into pro-development funds at different stages and in different components of the retirement system.
From the point of view of development processes, particularly promising are those retirement system components that represent fully funded systems. In that case, they have a direct impact on development processes through financial market institutions. In the language of the economy, funds collected in a fully funded system become special purpose savings.
They are additionally multiplied through operations on the financial market, i.e. through investments. Thus the bigger the part of the retirement system with a fully funded basis, the stronger its direct influence on development processes. Of course, it should also be remembered that at the same time this means that future retirement bonuses are more dependent on the condition of future financial markets, in particular at the moment of the 'redemption' of retirement liabilities. The structure or the described relationships is outlined in Figure 2 .
10 • until the retirement age is reached and the benefit is calculated;
• after the commencement of the payments of benefits until the moment when the system has no more liabilities to the beneficiary.
At the first stage, this task is fulfilled by institutions that multiply contributions, and at the second one by those servicing the retirement process. In some countries, both tasks are fulfilled by the same entities, whereas in other ones they are separated. In Poland, this issue
has not been finally regulated so far.
In the repartition part of the system, pension contributions become the current income of the state budget and their pro-development influence is exerted through the mechanism of public expenditure.
Pension funds are currently the most popular form of multiplying pension contributions in the world, and it should be immediately stressed that today they service the optional part of retirement systems to the large extent, whereas the compulsory part is covered by them only to a small extent.8 Other known solutions include public central savings funds, to which part of pension contributions is transferred (e.g. in Singapore and Malaysia), and the use of private investment funds for the purposes of managing capital funds collected in public retirement systems.9 According to estimates, currently assets administered by pension funds world-wide exceed $9 billion. The value of those assets constitutes nearly half of the value of GDP in OECD countries (see Table 3 ). Their position is particularly prominent in such countries as Switzerland, the Netherlands, UK, Iceland, USA, and Canada. On those markets, their share in the capitalisation of financial markets ranges from 60% to 100%. In other countries such as Germany, Italy or Norway, they are of little importance. 
Pension Funds on the Polish Financial Market: Scale of the Problem
In their role of financial institutions, pension funds operating in Poland only seem to be the same as their counterparts existing in developed countries. This is connected not only with the specific features of their liabilities, which as a result of the obligatory nature of the system are much more stable and foreseeable, but also with the specific features of the Polish economy and our financial markets. Thus, those differences exist both as regards the internal All those potential effects are of fundamental importance to the Polish economy, however their emergence is not a foregone conclusion, nor is the scale of their impact. This depends both on decisions regarding the macro-environment and specific regulations.
The fact that the existence of fully funded pension funds considerably increases savings in the national economy is beyond any doubt. Five years after the implementation of the retirement system reform, at the end of 2003 those funds administered money in the amount of nearly PLN 45 billion, which meant an increase by PLN 13.3 billion in relation to the end of 2000 (see Table 4 ). It can be estimated that in 2010 the projected supply of financial instruments will be probably between PLN 520 billion and PLN 680 billion (realistic option: approx. PLN 590 billion), compared with approx. PLN 310 billion in 2003. Thus, in the forecast it will be growing by approx. 9.6% annually (pessimistic option: approx. 7.7%; optimistic option: approx. 11.9%). a) free float
Source: KNUiFE
The ratio of open pension fund assets to the projected supply of securities in that period will increase from approx. 13% to 25-32%, depending on the financial instrument supply development scenario. In connection with the fact that the dynamics of open pension fund assets is relatively independent from the situation of the national economy, the more pessimistic the supply dynamics scenario, the higher the ratio. 
The scale of open pension funds' demand for stock will depend on the structure of open pension funds' investment portfolios as well as on the rate of growth of their assets. It is estimated that by the year 2010 the total demand will amount to PLN 37-66 billion. 
In the realistic option, this will mean that nearly 60% of the stock portfolio of all the public companies from the Stock Exchange will be part of open pension fund assets. At the same time, their share in the capitalisation of the Stock Exchange will be higher than 19.3%.
As regards the market of debt instruments, it will not be exposed to the risk of a speculative bubble to the same extent as the stock market. This results from the fact that it is much deeper. Between 2003 and 2010 it will still be clearly dominated by treasury securities whose share in the market of debt instruments, however, is likely to decline from approx. 90% to approx. 80%. 
Pension Funds and Development Opportunities for the Polish Economy: Problems to Solve
In the analysis made so far, the relationship between pension funds and economic development processes has been seen through the prism of a linear model, which was based on the adoption of a simplified picture of the impact of those institutions on the accumulation of social savings, and then through investment processes on financial markets on the financing of economic needs. At the same time, the fact that such relationship does not occur in the case of the repartition part of the retirement system was stressed. In that part, the Social Insurance Company does not accumulate physically the contributions transferred to it, but only enters the fact of receiving them in the books and in connection with this it does not appear as an investor on the financial market. It is simply an inter-generation flow vehicle, which collects pension contributions and uses them to finance the payment of due retirement benefits. Collection applies to the working generation, whereas the benefits apply to the generation that is already resting from work. Any possible shortfall or surplus of pension contributions in relation to payments made in respect of retirement benefits is made up or taken over by the state budget. In this way, the repartition part of the retirement system appears to be a burden for development processes, whereas the fully funded part represented
by pension funds appears to be their support (see Figure 7) . This is a result of adopting a fast track of the retirement system reorganisation proposed in 1998. Today one can wonder whether it was not too ambitious as for the capabilities of the Polish economy /compare Table 8/. 23 The high transfers of pension contributions to open pension funds mean an increase of the financial needs of the state budget and its stronger presence on financial markets (compare Table 8 ). In this way, according to well-known mechanisms, commercial sector investors are forced out of the financial market, and this may have a negative impact on investment processes in the economy. Even more interestingly, open pension funds, two-thirds of whose investment portfolios are on average composed of treasury debt instruments, also participate actively in this 'trade'. Thus, there is a paradoxical situation in which the large part of open pension funds' resources created at the expense of the state budget is used for financing the budget deficit instead of serving investment purposes.
A change of this situation may require both regulatory activities and other relevant macroeconomic measures. A solution to this problem is not made easier by a poor market of debt instruments, and, in particular, share-based enterprises. In the latter case, a real threat is the occurrence of the speculative bubble phenomenon resulting from the low supply of such instruments in relation to the open pension funds' investment potential, and, at the same time, from a serious limitation of the possibility of making investments abroad. In the latter point, as it seems, the autonomy of our decisions will to a higher and higher extent be limited by decisions taken in the European Union, which begins to apply more and more common regulations to the segments of pension funds. Pillar II -Obligatory for people beginning the period of professional activity, optional for others. There are six pension funds running fifteen pension schemes. The funds may invest in one of three ways: only in debt instruments, up to 25% in stock and up to 50% in stock. About half of the members choose the most aggressive fund, and each of the two other funds is chosen by more than 20% of members. Pillar III -Two types of products: life insurance (eleven pension schemes run by four companies) and pension funds (4) .
Source: Investments of pension funds in CEE countries. Research report.
